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Do immigrants reduce bilateral
trade costs? An empirical test
B. Tadessea,* and R. Whiteb
aDepartment of Economics, University of Minnesota – Duluth, Duluth,
MN 55812, USA
bDepartment of Economics, Whittier College, Whittier, CA 90506, USA
We use the first comprehensive estimates of bilateral trade costs to test the
extensively stated, but rarely evaluated, hypothesis that immigrants
reduce trade-related transaction costs. Our results provide robust and
direct evidence supporting this often-posited hypothesis. We examine
the period from 1995 through 2010 using data that represent 174 im-
migrant home countries and 19 OECD member host countries. We find
that a 10% increase in the stock of immigrants from a given home country
that reside in a given host country corresponds with a 1.04% decrease in
the overall bilateral trade costs between the home and host countries.
While different in magnitudes, we also find that the effect of immigrants,
in reducing trade costs, persists across both manufactured and agricultural
products.
Keywords: gravity model; immigrants; trade costs
JEL Classification: F220; F140
I. Introduction
Some countries exchange larger volumes and/or
wider varieties of goods and services, and/or transact
with a broader sets of partners, than do others. A
measure of the degree of separation between poten-
tial trading partners, trade costs influence the depth
and breadth of a country’s involvement in interna-
tional trade. Anderson and Van Wincoop (2004)
define trade costs as all costs incurred in getting a
good or service to its final user. These costs come in
many forms: transportation costs, policy barriers,
information acquisition, contract enforcement, gen-
eral distribution, currency exchange and legal fees
associated with operating in different environments
and cultural settings. In an increasingly globalized
and networked world, trade costs also matter as a
determinant of the pattern of bilateral investment and
the geographical distribution of production (Arvis
et al., 2013). Thus, trade costs are of considerable
importance to firms, policymakers and researchers.
Economists maintain a keen interest to estimate,
understand and explain the determinants, magnitude
and evolution of bilateral trade costs (Jacks
et al., 2010); this interest spans several fields within
economics. Of direct relevance to the work presented
here, the trade-migration literature extensively posits
that immigrants foster trade linkages between their
home and host countries by reducing trade costs. The
proposition has been largely attributed to the ability
of immigrants to minimize information asymmetries,
thus reducing the costs of matching importers and
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exporters and costs related to lax contract enforce-
ment, and the capacity of immigrants to bridge cul-
tural differences between parties that reside or
operate in different institutional and cultural settings.
An additional pro-trade influence of immigrants
relates to their biased preferences for products
made in their home countries. Preferences for home
country-produced goods aside, the basis for immi-
grants’ pro-trade influences rests on the hypothesis
that immigrants reduce trade costs.
Existing evidence supporting the proposition that
immigrants act to offset or reduce trade costs is mainly
derived from trade flow regressions in which im-
migrant stocks are used as an explanatory variable.1
Positive coefficient estimates of the stocks of immi-
grants from such regressions may provide support for
the notion that immigrants contribute to increased
bilateral trade flows; however, given that trade flow
variables, not trade costs, are typically used as the
dependent variable series, such results do not corro-
borate the proposition that immigrants indeed reduce
bilateral trade costs. Using newly available, compre-
hensive estimates of bilateral trade cost data, in this
study, we provide the first direct test of whether immi-
grants reduce trade costs, a hypothesis invoked so
extensively in the trade-migration literature.
Our findings show that immigrants indeed directly
contribute to reductions in bilateral trade costs. To this
end, we find that a 10% increase in the stock of im-
migrants from a given home country that reside in a
given host country corresponds with a 1.04% decrease
in the overall bilateral trade costs between the corre-
sponding home and host countries. While different in
magnitudes, we also find that the effect of immigrants,
in reducing trade costs, persists across both manufac-
tured and agricultural products. Our observation is rele-
vant, particularly given the constraints that trade costs
impose on trade linkages among developing countries
and their economic integrationwith the rest of theworld
and when one considers the heated debates on immi-
gration policies in advanced economies.
II. The Empirical Model, Data and
Variables
Employing the inverse form of the gravity model
developed by Novy (2013) in conjunction with data
on export and import flows and information on
domestic production levels, Arvis et al. (2013) pro-
vide the first comprehensive bilateral trade costs
data. We use this measure of trade costs as our
dependent variable series. Our data span the period
from 1995 through 2010 and consists of unbalanced
observations on bilateral trade costs for the 174
immigrant home countries and 19 OECD member
host countries for which data on bilateral immigrant
stocks are available.
We estimate Equation 1, our baseline specifica-
tion, for three different dependent variable series:
aggregate bilateral trade costs facing each country
and, separately, the bilateral trade costs facing traders
of manufactured and agricultural products.
lnTradeCostsijt
¼ α0þ β1lnIMMGijt þ β2lnGDISTijþ β3CBORDij
þ β4COLNGijþ β5COLREijþ β6LLOCKit
þ β7LLOCKjt þ β8MTRAGijt þ β9REMOTit
þ β10REMOTjt þ εijt
(1)
Our empirical specification includes several control
variables that are often used as standard proxies for
trade costs in gravity models of bilateral trade flows:
the geodesic distance between potential trading part-
ners, and dummy variables that indicate trading part-
ners’ adjacency, common official language(s),
colonial relationships, joint membership in one or
more multilateral trade agreements, and access to
the sea. We also control for time-varying factors,
such as the economic remoteness of trading partners,
which may influence trade costs by limiting the
availability of trading opportunities, and our primary
variable of interest: the stocks of immigrants from
each of the home countries that reside in each of the
host countries.
Data on bilateral immigrant stocks are from the
OECD (2013), and GDP figures used in the compu-
tation of the economic remoteness variables are from
the World Bank (2014). All other variables are from
the CEPII (2014). Table 1 lists the variables, descrip-
tive statistics and a priori expected signs of the
respective coefficient estimates for the variables
included in our empirical model.
1 See, for example, Gould (1994), Girma and Yu (2002), and Tadesse and White (2013).
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III. Do Immigrants Reduce Bilateral Trade
Costs?
Table 2 presents results obtained from pooled and
panel data estimation of Equation 1. The coefficient
of the immigrant stock variable in all estimations is
negative and statistically significant, ranging in
magnitude from −0.133 (for trade costs involving
agricultural products) to −0.0897 (for aggregate
trade costs). Indicating the robustness of the esti-
mated coefficients, the magnitudes remain consis-
tent across both the pooled OLS and the panel data
estimations. Given the double-logarithmic func-
tional form of Equation 1, the results from the
fixed effects estimation (which the Hausman tests
indicates as more appropriate) show that, ceteris
paribus, a one per cent increase in the stocks of
immigrants from country i residing in country j
corresponds with bilateral trade cost reductions of
0.11% for manufactured products, 0.13% for agri-
cultural products, and 0.10% for trade in goods from
both sectors. Although variable across countries,
consistent with these observations, results obtained
from a linear random coefficient mixed effects
model estimation, in which we account for cluster-
ing of the trading partners across different regions,
also reveal that the average home and/or host coun-
try-specific effect of immigrants on trade costs is
negative and statistically significant.
A direct validation of the hypothesis so frequently
posited in the trade-migration literature, these results
strongly indicate that immigrants reduce bilateral trad-
ing costs. Given that developing countries are better
positioned to produce and trade primary products, a
sector that is subject to greater resistance, the rela-
tively larger magnitude of the effects of immigrants
on bilateral trade costs involving the agriculture sector
is also interesting from policy perspective.
The coefficients of the remaining variables are
both statistically significant and, generally, are of
the anticipated signs. Greater geodesic distance
between trading partners corresponds with higher
trade costs. Trade costs are relatively lower among
partners that share a common border, that have a
common official language, and/or that are parties to
a mutual multilateral trade agreement. Being land-
locked corresponds with higher trading costs.
Results from the fixed effects model further indi-
cate that economic remoteness is, on average, asso-
ciated with higher trading costs in host countries
but with lower trading costs in home countries.
Treating each of the home countries as clusters
and allowing for the effects of immigrants to vary
across the home and host countries, in an alterna-
tive specification, we also find that greater eco-
nomic remoteness is associated with a rise in
trade costs except in the case of agricultural pro-
ducts. The effects of all other variables remain
consistent with the results reported in Table 2,
again indicating the robustness of our findings.
IV. Conclusions
The trade-migration literature presents evidence
that is consistent with the notion that immigrants
facilitate trade flows between their home and host
countries by minimizing information asymmetries
and, thus, the search costs of matching importers
with exporters, by reducing lax contract enforce-
ment and/or by bridging cultural differences
between parties that reside and operate in varying
institutional and cultural settings. Consequently, it
has been extensively posited that immigrants reduce
bilateral trade costs. However, due to a lack of
consistent estimates of comprehensive bilateral
trade costs, only indirect evidence, obtained from
trade flow (exports/imports) regressions in which
immigrant stocks were used as an explanatory vari-
able, exists to support the proposition.
Using newly available, comprehensive bilateral
trade costs data involving a total of 174 home coun-
tries and 19 OECD member host countries, we pro-
vide the first empirical evidence that shows, ceteris
paribus, the larger the stocks of immigrants from a
given home country that reside in a given host coun-
try, the lower are the bilateral trade costs both at the
aggregate and sector level (agricultural and manu-
factured goods). Indicating the robustness of these
results, we also show that, with the exception of two
countries, the average home country- and/or host
country-specific effects of immigrants on bilateral
trade costs are consistently negative and statistically
significant for each of the 174 countries included in
our study. Our findings suggest that, crafted care-
fully, increased bilateral flow of immigrants may
lead to further global integration of the world econo-
mies by enhancing the participation of home coun-
tries that face relatively greater resistance to engage
in international trade.
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